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SUVMARY

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would authorize a credit to taxpayers equal to 50% of the
qualified wages paid or incurred during the taxable or inconme year. To qualify
for this credit, the qualified wages nust be paid to an enployee enrolled in a
trai ning program approved by the state’'s Enpl oynment Training Panel (ETP).

Under the PITL and B&CTL, this bill also would authorize a credit to taxpayers
equal to 6% of the amount paid or incurred during the taxable or incone year for
qualified property. Qualified property would be |imted to property used
primarily for training purposes in connection with the taxpayer’s participation
in atraining programthat is authorized by the ETP.

EFFECTI VE DATE

Both credits would apply to taxable or incone years beginning on or after
January 1, 1999, and before January 1, 2004.

QUALI FI ED WAGE CREDI T

SPECI FI C FI NDI NGS

Federal | aw provides special tax incentives designed to encourage enployers to
hire or train specified individuals, usually the unenployed or those in need of
additional training. Certain state tax incentives are allowed if certain

i ndi vidual s participate in such federal prograns as the federal Vocationa
Education Act of 1963, Job Training Partnership Act (JTPA) and the G eater
Avenues for | ndependence (GAIN) Program California |aw makes reference to these
federal progranms in describing individuals qualified to participate in certain
state prograns. In addition to these special tax incentives, existing state and
federal laws allow a deduction for business expenses, including enployee

sal ari es.
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Exi sting state lawauthorizes hiring tax credits, as well as other business tax

i ncentives, which are intended to encourage business expansion and hiring in
desi gnat ed econom ¢ devel opnent areas: enterprise zones, the Los Angel es
Revitalization Zone, |local agency mlitary base recovery areas, the targeted tax
area, and manufacturing enhancenent areas.

California lawcreated the ETP to fund training to neet California enployers
needs for skilled workers. The programis enphasis is on creating new jobs and
assi sting those receiving unenpl oynent conpensation to transition into new jobs
through training. The ETP is funded by a 0. 1% tax on the wages subject to
unenpl oynent tax. The ETP has statutory authority to set the terns of
participation in the prograns it adm nisters. The ETP adm nisters severa

enpl oynent training and retraining programnms, all of which require a m ni mum 100
hours of training and a m ninum 90-day retention period after the conpletion of
training. The ETP contracts with busi nesses and training agencies to provide
training to eligible participants. An eligible participant is a person who,
prior to beginning training or enploynent, was unenpl oyed and either receivVing
unenpl oynent insurance benefits or had exhausted eligibility for unenpl oynent

i nsurance benefits within the previous 52 weeks, or who is enployed but is
determned by the ETP to be likely to be displaced and therefore about to claim
unenpl oynent insurance benefits.

Under PITL and B&CTL, AB 1708 woul d all ow an enployer to claima credit equal to
50% of the qualified wages paid or incurred to qualified enployees during the
taxabl e or incone year. Qualified wages would constitute those wages paid by the
t axpayer to an enpl oyee while the enployee is undergoing training in a training
program approved by the ETP and in accordance with a training contract.

Qualified wages could not exceed 200% of the m ni num wage during the qualified
time period. The qualified time period excludes tinme required for continued

enpl oynent after conpletion of the training. No credit would be allowed until

all requirenments of the qualified training programas specified in the contract
have been conpl et ed.

AB 1708 would require that the credit be clainmed in lieu of other credits or
deductions. This bill would allow taxpayers to carry forward any excess credit
and apply it to future tax years, until the credit is exhausted.

QUALI FI ED PROPERTY CREDI T

SPECI FI C FI NDI NGS

Federal | aw provides special tax incentives designed to encourage taxpayers to
invest in certain types of property.

Exi sting state lawauthorizes tax credits for the purchase of certain types of
qualified property. Exanples of these credits include the Manufacturers

I nvestnment Tax Credit and credits for property purchased and used in certain
economni ¢ devel opnent areas.

Under existing state law the tine and manner for naking various el ections are
set forth in statute, regul ations, case law, tax forns, and instructions.
Cenerally, elections must be made by the due date (including extensions of tine)
of the tax return for the first year for which the election is effective.
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Al t hough returns can generally be anended at any tinme within four years fromthe
time prescribed by law for filing the original return, generally elections are
irrevocable. For sonme, the departnment has the statutory discretion to accept or
deny an anended return that nakes, changes, or revokes the el ection.

Under PITL and B&CTL, this bill would authorize a credit to enpl oyers
participating in an ETP program equal to 6% of the anmount paid or incurred during
the taxable or income year for qualified property. Qualified property would be
limted to property used primarily for training purposes in connection with the
taxpayer’s participation in the ETP program

If the taxpayer is eligible to claimnore than one type of credit with respect to
the qualified property, AB 1708 would require the taxpayer to make an el ecti on of
which credit will apply to that qualified property.

AB 1708 woul d require that the depreciable cost of the property be reduced by the
anount of any rei nbursenent paid under the Unenpl oynent I|nsurance Code for
acquiring the property but does not reduce the depreciable cost by the amount of
credit allowed under this provision.

This bill would all ow taxpayers to carry forward and apply excess credit anounts
to tax liabilities in future years, until the credit is exhausted.

Pol i cy Consi derations

Recent | egislation has replaced | anguage that requires taxpayers, when
expendi tures qualify for nore than one credit, to make an election with a
provision limting the taxpayer to one credit with respect to qualified
expenditures. This change allows taxpayers to nmake the choice of which
credit to take on either the original or an anmended return. The qualified
property credit under this bill would require taxpayers to make an el ection
on the original return.

| npl enment ati on Consi derati ons

Many ETP contracts are executed with consortiuns, which in turn train

enpl oyees of smaller enployers. This bill does not address the issue of how
an enpl oyer would claimthe credit for training received through a
consortium

This bill would allow an unlimted carryover for the credits. Recently
enacted credits have contained a |linmted carryover since credits typically
are exhausted within eight years.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnment’s adm nistrative
costs.
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Tax Revenue Esti mate

Estimated revenue | osses attributed to the proposed qualified wage and
property credits are reflected in the table bel ow

Fi scal Year Cash Fl ow
Ef fective 1/1/99
Enact nent Assuned After June 30, 1998
$In MIlions
1998-99 1999- 00 2000-01

Qual i fi ed Wage (m nor) ($13) ($15) ($16)
Credit

Property Credit (m nor) (%$2) (%$2) (%$2)
Tot al (m nor) ($15) ($17) ($18)

M nor = loss | ess than $500, 000

Tax Revenue Di scussi on

Qualified Wage Credit:

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis nmeasure.

The revenue inpact for this provision would be determ ned by the number of

i ndi vidual s that go through the Enploynment Training Panel, the anpbunt of
wages paid, the length of tinme (hours) in training and the average anount of
credit applied against available tax liabilities.

This estimte was developed in the following steps. First, according to the
ETP, approximtely 31,000 retrai nees enrolled during fiscal year 1996-97.
Second, according to the sane panel, the average training hours per enployee
is approximately 120 with an average hourly wage of $15.50. Therefore, for
this analysis, we used the proposed |inmt anpunt of 200% of the m ni mum
wage. Third, as established by the Industrial Wl fare Conm ssion, the

m ni mum wage rate will be $5.75 per hour when this bill would becone
effective in January 1999. This nunber was adjusted to reflect the proposed
l[imt of $11.50 per hour ($5.75 x 200% . Fourth, by multiplying these
elements, it is projected that qualified wages woul d be approxi mtely $43
mllion annually. Fifth, this nunber was adjusted to reflect the proposed
credit ampunt of 50% of qualified wages, generating $21.5 mllion. Sixth,
the deduction tax benefit under current law for qualified wages was
calculated to be approximately $3.5 mllion annually. These steps resulted
in a 1999 year estimated revenue |l oss of $18 million. It was assuned that
50% of these credits would be applied in 1999, or $9 mllion, and the

remai ning credits would be carried over to subsequent years until fully
exhaust ed.

Qualified Property Credit:
The revenue inpact for this provision wuld be determ ned by the cost

i ncurred by taxpayers for qualified property, and the average anount of
credit applied against available tax liabilities.



Assenmbly Bill 1708 (Leach)
I ntroduced January 27, 1998
Page 5

Based on information published by the ETP, the maxi mnum nunber of enpl oyers
in any one-year that would be eligible for the proposed credit is roughly
200. In any given year, the potential investnment in qualified property by
t hese enpl oyers could be significant. Roughly 50% of the enployers with
whi ch the ETP has contracted are in Standard |Industry C assification Codes
(SIC Codes) representing manufacturing. Therefore, it is likely
manuf act uring enpl oyers would be eligible for the existing investnent tax
credit on certain training property under current |aw for purchases of what
woul d be qualified property under this proposal. The manufacturer's
investnment credit also is a 6%credit and is in addition to deductions for
depreci ation of the cost of the equipnment on which the credit is based.

Assuming that qualified taxpayers would invest $100 million annually in
qual ified property, credits generated would total $6 mllion. Further,
assum ng that 50% of the qualified businesses would qualify for the existing
i nvestnent credit, available credits under this bill would be reduced to $3
mllion. Taxpayer liabilities would |imt the portion of credits generated
that could be applied. Assum ng 50% of the credits available could be
applied, revenue | osses would be $1.5 million in the first year (1999).

BOARD POSI TI ON

Pendi ng.



